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Abbreviations and Conventions
used in this Report

Abbreviations:

ACP
BAHA
BEL
BFIA

BGA

BIS

BSI

BSSB

BTB

BTL
BWSL
CARICOM

CABEI

CARTAC

CMFS
CCMS
CDB
CET
CFATF
CFz
CGA
CIF
CPI
CSO
DFC
ECCB
ECLAC

EDF
EIB
EPZ

African, Caribbean and Pacific

Belize Agriaultural Health Authority
Belize Electricity Limited

Banks and Financial Institutions
Acts, 1995

Banana Growers Assodation

Bank for International Settlements
Belize Sugar Industries Limited
Belize Sodal Security Board

Belize Tourism Board

Belize Telecommunications Limited
Belize Water Services Limited
Caribbean Community and Common
Market

Central American Bank for Economic
Integration

Caribbean Regional Technical
Assistance Centre

Capital Market Finandal Services
Caribbean Centre for Monetary Studies
Caribbean Development Bank
Common External Tariff

Caribbean Financial Action Task Force
Commerdal Free Zone

Citrus Growers Association

Cost Insurance and Freight
Consumer Price Index

Central Statistical Office
Development Finance Corporation
Eastern Caribbean Central Bank
Economic Commission for Latin
America and the Caribbean

European Development Fund
European Investment Bank

Export Processing Zone

Notes and Conventions:

-- $ refers to the Belize dollar unless otherwise stated

-- mn denotes million
-- bn denotes billion
-- The figures for 2005 in this report are provisional, and the figures for 2004 have been revised.

-- Since May of 1976 the Belize dollar has been fixed to the US dollar at the rate of US$1.00 = BZ$2.00.

-- Totals in tables do not always equal the sum of their components due to rounding.

EU/EEC
FOB

FY

GDP
GOB
IBA

IBC

ICC
IBRD

IDB
IFS
IMF
NICH

NFC
OECD

OECS

PGIA

ps
RECONDEV

RBTT
RMB
ROC
SIF
TIBoM
UK
US/USA
USAID

WTO
WASA

European Union

Free on Board

Fiscal Y ear

Gross Domestic Product
Government of Belize
International Banking Act
International Business Company
Innovative Communication Company
International Bank for Reconstruction
and Development

Inter-American Development Bank
International Finandal Statistics
International Monetary Fund
National Institute of Culture and
History

Not-From-Concentrate
Organisation for Economic
Cooperation and Development
Organisation of Eastern Caribbean
States

Phillip Goldson International Airport
pound solid

Reconstruction and Development
Corporation

Royal Bank Trinidad and Tobago
Royal Merchant Bank

Republicof China, Taiwan

Social Investment Fund
International Bank of Miami
United Kingdom

United States of America

United States Agency for
International Development

World Trade Organisation

Water and Sewerage Authority
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April 28, 2006

Hon. Said Musa

Prime Minister and Minister of Finance
New Administration Building

Belmopan

BELIZE

Dear Prime Minister :

In accordance with Section 58 of the Central Bank of Belize Act,1982, | have the honour
of submitting to you, in your capacity as Minister of Finance, the Report on the Central
Bank of Belize's operations for the period January 1 to December 31, 2005, together with
a copy of the Bank's Statement of Accounts, as certified by the External Auditors.

Yours sincerely,

Fpt

Sydney J. Campbell
Governor
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I

MissioON STATEMENT

The Central Bank of Belize's objectives are stated in the Central Bank of Belize Act, 1982.

"Within the context of the economic policy of the Government the Bank shall
be guided in all its actions by the objectives of fostering monetary stability
especially as regards stability of the exchange rate and promoting credit condi-
tions conducive to the growth of the economy of Belize.”

In light of these objectives, the Bank has the following Mission:

"to foster the development of an economic and financial environment in Belize
that will facilitate economic growth."

In the pursuit of its mission, the Bank sets a number of goals and operating objectives. These
are listed below. Emphasis is added in the first section to indicate the respective client(s) to
which each of the Bank's goals is geared.

GoALs

V' Provide prompt and well-considered macroeconomic advice to the Government, the
business sector and the general public.

' Provide efficient banking services to the commercial banks, the government and
various public sector bodies and regional and international organisations that hold
accounts at the Bank.

' Provide guidelines to the banking community on matters such as money supply,
interest rates, credit and exchange rates.

V' Set high standards of efficiency and organisation so as to encourage higher levels of
attainment in the Bank.

OBJECTIVES
Promote monetary stability.
Regulate the issue and availability of money and its international exchange.
Regulate and monitor the financial environment.

2 2 2

viii
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ORGANIZATION AND FUNCTIONS

The Bank's mission and objectives are pursued through its various departments, with core
functions as follows:

Office of the Governor

Managing the operations of the Bank.

Co-ordinating the various functions
of the Bank's Departments.

Formulating, developing and review-
ing the Bank's policy prescriptions.

Maintaining security operations
within the Bank.

Administration

As secretariat to the Board, ensuring
that the decisions and relevant
directives of the Board are
communicated to all parties concerned.

Procuring supplies, and conducting
stock keeping and inventory exercises.

Managing the Bank's records
management system.

Human Resources

Advising on personnel policy matters.

Promoting the conditions necessary for
staff development and training.

Providing employee assistance.

Administering and processing of staff
compensation and benefits.

Streamlining and monitoring systems
and procedures to ensure appropriate
internal controls.

Ensuring that all communications
necessary for the deliberations of the
directors are prepared and submitted.

Disseminating information produced
by the Bank, particularly economic
reports and bulletins, research
papers, relevant acts and regulations
and related guidelines.

Managing the Bank's numismatic
operations.

Recruiting and selecting suitable staff.

Fostering healthy industrial relations
between the Bank and its employees'
unions.
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Finance

Preparing the Bank's budget and
monitoring and controlling the Bank's
financial activities,

Banking and Currency

Issuing notes and coins.

Providing banking services to Central
Government, other public sector entities
and financial institutions.

Financial Sector Supervision

Screening and processing applications for
domestic and international bank licenses.

Supervising and regulating banks, financial
institutions and credit unions through on-
site examination and off-site surveillance.

Research

Monitoring economic activities in Belize
on a continuing basis.

Conducting focused economic research
on the Belizean economy and aspects
pertaining to its development.

Maintaining the Bank's library of
Information.

Other Operations

Monitoring and maintaining the Bank's
information technologies.

Oversight of Internal Audit programme.

N
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Performing fiscal agent functions on
behalf of the Central Government
and other public sector entities for the
trading of securities.

Management of the Central Bank's foreign
reserve holdings.

Conducting clearing-house operations for
the domestic banking system.

Processing of applications for large credit
exposures under section 21(2) of the Banks
and Financial Institutions Act and 21 b (2)
of the International Banking Act.

Promoting and conducting anti money-
laundering surveillance of financial insti-
tutions licensed under the BFIA, IBA and
the Credit Unions Act.

Preparing monthly, quarterly and annual
economic reports.

Processing and monitoring foreign
exchange transactions of the financial
system.

Producing appropriate statistics.

Maintaining the Bank's plant and
equipment.
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Table 1.1: Major Economic Indicators

POPULATION AND EMPLOYMENT
Population (Thousands)
Employed Labour Force (Thousands)
Unemployment Rate (%)
INCOME
GDP at Current Market Prices ($mn)
Per Capita GDP ($, Current Mkt. Prices)
Real GDP Growth (%)
Sectoral Distribution of Constant 2000 GDP (%)
Primary Activities
Secondary Activities
Services
MONEY AND PRICES ($mn)
Annual Inflation
Currency and Demand deposits (M1)
Quasi-Money (Savings and Time deposits)
Money Supply (M2)
Ratio of M2 to GDP (%)
CREDIT ($mn)
Commercial Bank Loans and Advances
Public Sector
Private Sector
INTEREST RATE (%)
Weighted Average Lending Rate
Weighted Average Deposit Rate
Weighted Average Interest Rate Spread
CENTRAL GOVERNMENT FINANCES ($mn)
Current Revenue
Current Expenditure
Current Account Surplus (+)/Deficit(-)
Capital Expenditure
Overall Surplus(+)/Deficit(-)

Ratio of Budget Deficitto GDP at mkt. Prices (%)

Domestic Financing (Net)

External Financing (Net)
BALANCE OF PAYMENTS (US $mn)

Merchandise Exports (f.0.b.)*

Merchandise Imports (f.0.b.)?

Trade Balance

Remittances (Inflows)

Tourism (inflows)

Services (Net)

Current Account Balance

Capital and Financial Flows

Gross Change in Official International Reserves *

Gross Official International Reserves
Import Cover of Reserves (in months)
PUBLIC SECTOR DEBT

Disbursed Outstanding External Debt (US $mn)*
Ratio of Qutstanding Debtto GDP at Mkt. Prices (%)

External Debt Service Payments (US $mn)
External Debt Service Ratio (%)°

Disbursed Outstanding Domestic Debt ($ mn)
Domestic Debt Service Payments ($ mn)

2000

249.8
83.7
111

1,663.5
6,659.3
13.0

15.2
18.1
66.7

0.6
310.2
655.7
965.9

58.1

695.4
111
684.3

15.8
5.0
10.8

349.8
308.4
41.4
2475
-139.9
-8.4
-74.0
2135

281.8
478.4
-196.6
27.3
110.7
28.2
-161.6
202.9
-51.7
122.8
3.2

433.7
52.1
43.1

9.8

176.0

22.6

2001

255.3
85.9
9.1

1,742.7
6,826.1
4.9

145
17.3
68.3

1.1
364.8
676.0

1,040.8
59.7

788.5
12.9
775.6

154
4.3
111

372.1
333.7
38.4
267.4
-142.4
-8.2
72.7
69.8

269.1
477.7
-208.7
26.4
1105
44.0
-182.3
1735
2.7
120.1
3.2

486.6
55.8
68.0
15.3

210.8
17.7

2002

262.7
84.7
10.0

1,864.3
7,096.7
5.1

13.9
16.9
69.3

2.3
358.1
705.3

1,063.4
57.0

904.6
16.0
888.6

145
4.5
10.0

425.8
333.4
92.3
260.3
-68.8
-3.7
-220.9
278.3

309.7
496.9
-187.2
243
1215
43.6
-165.6
151.6
54
114.7
3.2

574.5
61.6
75.2
15.2

174.2
19.2

2003

271.1
89.2
12.9

1,975.2
7,285.9
9.3

175
14.9
67.6

2.6
361.1
740.0

1,101.1
55.7

1,056.6
30.0
1,026.6

14.2
4.9
9.3

422.2
393.0
29.1
276.4
-216.0
-8.9
-62.4
380.7

315.5
522.4
-206.9
29.3
149.7
69.7
-176.4
1745
30.1
84.6
2.1

749.7
75.9
72.0
13.6

257.8
13.7

2004

281.1
95.9
11.6

2,110.4
7,507.6
4.6

18.2
15.3
66.5

3.1
406.7
841.6

1,248.3
601

1,176.0
46.3
1,129.7

14.0
5.2
8.8

462.0
468.0
-6.0
180.9
-125.3
-5.9
-394
174.9

306.2
480.7
-174.6
30.9
168.1
86.8
-149.9
110.2
31.4
53.3
14

850.7
80.6
88.5
16.3

278.6
18.8

2005

289.9
98.6
11.0

2,209.9
7,623.0

3.3

17.9
145
67.6

3.7
423.1
906.8

1,329.9

60.2

1,254.7

63.0

1,191.7

14.3
5.4
8.9

511.4
556.2
-44.8
117.6
-141.9
-6.4
-24.1
122.1

318.4
556.2
-237.9
40.9
213.7
1415
-151.6
157.4
-18.0
713
1.6

932.6
84.4
220.7
35.6
279.5
23.1

Sources: Ministry of Finance, Central Statistical Office, & the Central Bank of Belize

1 Includes CFZ gross sales
2 Includes CFZ imports

3 A negative sign denotes an increase in reserves and vice versa

4 Excludes guaranteed debts
5 = amounts related to refinancing w ere excluded

Xi
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EcoNoMIC OVERVIEW

GDP grew by 3.1% in 2005 as the policy
environment tightened somewhat in an effort to
reduce pressure on the international reserves.
Growth was led by services with tourism playing
a key role in the expansion of distributive trade,
transport & communications as well as the
continuing growth in hotel and restaurant activity.
Activity in fisheries also heightened as a result of
developments in shrimp and tilapia farming. New
employment opportunities were largely
concentrated in community, social, communications
and tourism services and these helped to cut the
unemployment rate from 11.6% to 11.0% in the
face of a 2.1% increase in the labour force.
Meanwhile, the consumer price index rose by 3.7%
in response to hikes in prices for petroleum and
other imports as well as increases in water rates and
government taxes designed to improve fiscal
performance.

The efforts to improve the balance of payments
position met with limited success as a significant
expansion in the trade deficit eclipsed higher tourism
earnings and remittance inflows. The external current
account deficit consequently rose by 1.2% to
$303.2mn although as a proportion of GDP it
declined from 14.5% to 13.7%. The deficit was
financed by foreign investment inflows and
government borrowings that included two Bear
Stearns bonds. Supported by these inflows, gross
international reserves rose by $36.0mn to
$142.6mn (1.6 months of imports).

While the net foreign assets of the banking system
increased, growth in broad money slowed to 6.5%
(down from 13.3% in 2004), as the Central Bank
acted to reduce liquidity and credit expansion. In
May, liquid asset and cash reserve requirements were
raised by a further 1.0%, long-term loans to Central
Government were removed from the list of
approved liquid assets and the gradual sterilization
of BSSB deposits was initiated. These measures
contributed to a 32.3% contraction in excess
statutory liquidity and a slowing in the growth of
net domestic credit to 4.2% as compared to the
19.8% expansion in 2004. With greater reliance on
foreign financing, net domestic credit to Central
Government contracted by 16.9% and the
growth of private sector credit fell from 11.1%
to 6.4%. Much of the incremental credit was in
the form of personal and real estate loans with
lesser amounts being extended for construction
and manufacturing. Loans for primary
production declined with only banana and
mining activity recording net increases.

With conditions tightening, the weighted
average lending and deposit rates of commercial
banks rose slightly, yielding a net increase of 10
basis points in the banks' weighted average
interest rate spread, which stood at 8.9% at year-
end.

Areview of the government's fiscal performance
during the 2005 calendar year, showed that its
overall deficit widened to $141.9mn (6.4% of
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GDP) largely due to a 40.1% growth in interest
and other debt related payments to $170.3mn (7.7%
of GDP). Capital outlays were cut by 35.0% to
restrain the growth in the deficit. The primary
balance improved as a result, swinging from a
small deficit in 2004 to a surplus of $28.3mn
(1.3% of GDP), an indicator of the effort being
made to eventually reverse the upward trend in
the debt/GDP ratio. The overall deficit was
largely financed by external borrowing and
privatization proceeds. Central Government’s
domestic debt consequently edged up only
marginally to $279.5mn (12.6% of GDP) as a
$5.1mn increase in local borrowing was nearly
matched by $4.3mn in amortization payments.
In contrast, the external debt rose by 9.0% to
$1.9bn (84.2% of GDP), with disbursements of
$427.9mn and downward valuation adjustments
of $4.8mn outweighing principal repayments of
$307.0mn.

In 2006, growth in the economy is likely to range
between 2.0% and 3.0% as fiscal and monetary
policies are tightened in a tactical way to slow
consumption and improve the external current

N

account position. Inflation is expected to rise to
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approximately 4.5% with the implementation of
the General Sales Tax, high fuel prices at the pump
and hikes in electricity rates. The export sector should
perform well with the advent of crude oil exports
and higher earnings from citrus products, sugar and
papaya driving up the value of domestic exports
by at least 12.0%. On the other hand, there are
some concerns for the banana industry, which will
be subject to the new and less favourable EU
import regime. Its performance in 2006 will be a
good indicator of the future viability of that industry.
After a bumper year, citrus will return to normal
output levels and marine and basic grain production
should also not see much change. In the secondary
sector, construction should be stable and
manufacturing growth will hinge on the
performance of items for domestic consumption
such as soft drinks and beer, which did not appear
to respond well to tax increases in 2005. Activity in
services is not likely to exceed the 2005 level given
a projected decline in cruise ship arrivals, fiscal
tightening and other efforts to slow domestic
consumption.




Although tested by several major disasters during
the year, the global economy expanded by an
estimated 4.3% with vigorous growth in the United
States, China and Emerging Asian countries
providing the major impetus for the rest of the
world. While slightly below the previous year,
growth was more broad-based as Japan remained
on the road to recovery and continental Europe
continued on an upward trend facilitated by low
long term interest rates and buoyant export markets.
Strong global demand led to a general rise in
business investment and job creation.
Notwithstanding the oil shock, overall prices in the
larger developed countries remained stable as the
increased cost of energy did not spill over into higher
wage demand and long term inflation expectations.

Developments in Select OECD and Newly
Industrialized Countries

Despite oil price spikes and the devastation left by
three hurricanes in 2005, the United States
economy expanded by 3.6% with growth being
underpinned by robust increases in productivity and
income, construction, and supportive financial
market conditions. Even with little excess capacity
and higher energy costs, core inflation remained
stable at around 3.4%, while unemployment
decreased t0 4.9%. While the economy has shown
strength and resilience, it has also been generating
larger external current account deficits in recent years
due to the expansion of the fiscal deficit and tax

measures designed to stimulate domestic demand.
In 2005, the external current account deficit was
equivalent to approximately 6.0% of GDP. With
its eye on the widening deficit and a possible build-
up of latent inflationary pressure, the Federal
Reserve has been gradually tightening monetary
policy through small interest rate increases as a
precautionary measure.

In Britain, GDP growth decelerated from 3.2%
in 2004 to 1.7% in 2005 as the domestic housing
boom came to an end and the operating surpluses
of some insurance corporations declined following
the Hurricane Katrina disaster. Exports, a moderate
increase in business investment, government
consumption and stronger activity in the services
sector were the chief drivers of growth. The
consumer price index rose by 2.1% with upward
pressure being manifested as retailers passed on price
increases for food and non-alcoholic beverages. The
economic slowdown translated into a slight increase
in the unemployment rate, which rose from 4.7%
t05.0%.

Canada’s economy grew by 2.9%, driven by fast
growth in its energy sector (which accounted for
60% of exports), construction and business services.
The unemployment rate edged downward from
7.0% to 6.5% with growth in blue collar jobs in
areas such as mining, oilfields and forestry. Soaring
oil prices stimulated another round of investment
into oil fields, oil and gas pipelines, railways and
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Table 11.1: Selected Indicators for Some OECD and Newly Industrialized Countries

Industrial Inflation Rate Unemployment
Country GDP Growth Rate (%)  Production (%) (%) Rate (%)
2004 2005 2004 2005 2004 2005 2004 2005
United States 4.4 3.6 4.2 2.8 3.3 3.4 5.4 4.9
Canada 3.1 29 3.4 15 2.1 2.3 7.0 6.5
Taiwan 5.7 4.4 9.9 9.5 1.6 2.2 4.4 4.4
United Kingdom 3.3 1.7 0.7 1.5 1.3 2.1 4.7 5.0
Japan 2.7 2.5 5.3 3.8 -0.1 -0.2 4.5 4.4

Sources: Economist and International Financial Statistics

port facilities. Surging energy costs also contributed
to asmall rise in headline inflation, which rose from
2.1%t0 2.3%.

In the face of continued tense relations with
mainland China, growing competition from
developing countries, rising energy prices and
interest rates, and excess inventory, growth in
Taiwan, the world's twentieth largest economy,
slowed to 4.4% while its inflation rate climbed to
2.2%. While the rate of expansion in industrial
production slowed from 9.9% to 9.5%,
unemployment remained stable at 4.4%. During
the year, Taiwan continued to be a creditor economy,
investing heavily in Asia and holding the world’s
third largest stock of foreign exchange reserves
(US$252bn) as of October 2005.

Japan’s economy expanded by 2.5% in 2005 driven
by exports, business investment and private sector
consumption. Strong corporate profits paved the
way for an end to the hitherto declining trend in
employment and wages. The unemployment rate
fell 10 basis points to 4.4% and industrial production
grew by 3.8% as demand for Japanese products
remained strong overseas. With the general price
level declining by -0.2% during the year, the Bank

of Japan pledged to keep interest rates at zero while
pumping cash into the economy to reverse the
downward trend in core consumer prices.

Development in Selected Regional
Economies

The Caribbean

Notwithstanding natural disasters in the form of
floods and hurricanes, the Caribbean as a region is
estimated to have grown by 3.9% in 2005,
marginally above the 3.8% achieved in 2004.
Growth was supported by the continued strength
of external demand, low interest rates that prevailed
for much of the year and, to a much lesser extent,
an increase in aggregate domestic demand.

Buttressed by a combination of high international
prices for oil and gas, an expansion in the liquefied
natural gas sub-sector and construction, growth in
Trinidad and Tobago’s GDP accelerated to 7.0%
in 2005 with unemployment decreasing from 8.6%
to 8.0%. The windfall in oil revenues underpinned
a fiscal surplus of US$300mn for FY2004/2005
and a projected surplus for FY2005/2006 as well.
The improved position enabled a reduction in the
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stock of debt from 48.0% to 41.0% of GDP. With
inflation rising from 5.6% in 2004 to 7.2% in 2005,
measures were taken to tighten monetary policy
during the year. In the external sector, the surplus
on the current account more than offset net capital
and financial outflows, causing net international
reserves to rise from US$2.9bn to US$4.8bn.

The Bahamian economy expanded by an estimated
3.0% in 2005, boosted by growth in construction
activity, robust domestic demand and ongoing
investments in tourism projects. As at the end of
October, tourist arrivals had declined by 2.1% to
4.2mn in response to an active hurricane season in
2005 and hurricane damage in 2004. Inflation rose
t0 2.2% from 0.9% in 2004, reflecting higher costs
for medical and health care, education and food/
beverage items. Over the first five months of the
fiscal year, higher tax revenues caused a 20.9% fall
in the overall fiscal deficit to $50.0mn. Strong
domestic demand led to contractions in the liquidity
of the banking system and when combined with
high fuel prices, resulted in a 12.3% decline in
external reserves to $582.9mn.

Growth in the Barbadian economy slowed from
4.8% to 4.1% driven by construction and the
wholesale and retail trade sector. The average
unemployment rate, for the first nine months, fell
by 0.8 percentage points to 9.1%. Up to the end of
November, activity in the tourism sector had
declined by 4.2% with stay-over visitors down by
1.1% and cruise ship passengers declining by 22.7%.
Except for a small increase in sugar output,
agricultural production also declined during 2005.
At the end of September, annualized inflation was
estimated at 5.1% compared to 0.8% for the same
period of 2004 with upward pressures coming
from higher food and energy prices. The fiscal
deficit for calendar year 2005 rose to 2.9% of GDP
with financing coming largely from injections of
US$125.0mn that was raised on the international
bond market.

Jamaica’s economy growth accelerated from 0.9%
in 2004 to 1.5% in 2005, notwithstanding two
hurricanes and higher international oil prices.
Mining and construction were the main
contributors to this growth. Tourism grew by

Table 11.2: Selected Indicators for Some Caribbean Countries

GDP Growth Inflation Rate Unemployment Net International
Rate (%) Rate (%) Reserves US$mn
2004 2005 2004 2005 2004 2005 2004 2005
Barbados 4.8 4.1 0.8 51199 9.1 595.3 489.1
The Bahamas 2.8 3.0 0.9 2.2 | na. n.a. |1,190.5 1,238.0
Guyana 1.6 -2.9 5.5 6.0 | n.a. n.a. 136.6 160.5
Jamaica 0.9 15 |[13.7 16.0 |11.7 12.0 |1,858.5 2,087.0
OECS 4.1 4.0 2.4 3.5 | na. n.a. n.a. n.a.
Trinidad & Tobago 6.5 7.0 5.6 7.2 |10.5 8.4 |2,933.0 4,765.0

Sources: ECLAC, IMF, Central Bank of Barbados, Central Bank of Bahamas, Bank of Guyana,
Bank of Jamaica, ECCB, and Central Bank of Trinidad & Tobago

n.a. = not available
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2.0% with new investments in the sector
compensating for declines in the number of stay-
over and cruise ship arrivals. Meanwhile, even
though the external shocks led to sluggish
revenue collections the Jamaican government
planned to end the year with a deficit of close to
1.0% of GDP, a target essential for the reduction
in the debt stock which stands at 136.0% of GDP
and which accounts for more than 60.0% of
government’s expenditure. The rate of inflation
remained at the two-digit level (16.0%), fueled by
higher energy costs, while unemployment stood at
12.0% in April 2005.

In Guyana, GDP registered a 2.9% decline in
contrast to the 1.6% increase in the previous year.
The agricultural sector (particularly sugar and rice)
suffered from floods and subsequent food shortages
along with higher oil prices and sharp increases in
money supply and credit pushed up the rate of
inflation from 5.5% to 6.0%. The fiscal deficit rose
to 13.0% of GDP in 2005 as the slowdown in
economic activities reduced tax revenues while
capital expenditure expanded for disaster recovery

Chart 11.1;
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Some fiscal relief was provided by the G-8 debt
write-off, which represented a decrease in debt
obligations payments of 0.5% of GDP.
Consequently, the overall balance of payment
registered a surplus of US$3.1mn as the increase in
the external current account deficit was more than
offset by net capital inflows and official aid flows
related to debt relief.

OECS

Growth in the OECS was estimated at 4.0%, for
the second consecutive year driven by an upsurge
in construction as preparations are made for the
2007 Cricket World Cup and increased activity in
wholesale/retail trade, transportation/
communication and the banking sector. In contrast,
the performance of the tourism sector was weaker
as stay-over and cruise ship arrivals registered slight
declines. Output in the agriculture sector declined
significantly in 2005 due to the very weak
performance of the traditional export crops such
as banana, sugar, nutmeg and cocoa. The rate of

inflation has been provisionally estimated at 3.5%

Real GDP Growth for Selected Caribbean Countries
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due to a significant hike in the international price
of oil and commodities such as cement, steel,
lumber and other building materials. Substantial
foreign exchange reserves continued to be held
in order to maintain the stability of the EC
dollar, while assets of the banking system grew
and liquidity levels remained high.

Mexico

GDP growth in Mexico slowed to 3.0%
(compared to 4.2% in 2004) in the face of increasing
competition from Asia (particularly China) for the
US market. Between September 2004 and
September 2005, Mexico’s share of world exports
to the US fell from 10.7% to 10.2% and the
manufacturing sector took the brunt of this, growing
by only 0.9% during the first nine months of the
year as contractions in textiles, logging, machinery
and metals overshadowed small gains in chemicals
and automobiles. While the value of merchandise
exports increased by 13.7%, this was largely due to
a34.8% increase in petroleum sales. Non-petroleum
exports rose by 10.6%, a slower rate of expansion
than the previous year. Bouyed by particularly strong
petroleum prices, the international reserves rose by
US$4.0bn to US$65.5bn. The latter, along with
increased remittances and foreign direct investment
spurred a 3% real appreciation of the Mexican Peso
that in turn contributed to a lowering in the inflation
rate from 5.2% in 2004 to 2.9% in 2005. The
unemployment rate also declined from 5.4% to
4.9% during the year.

Central America

Economic activity in Central America expanded by
4.0% during 2005 with the Panamanian economy
registering the fastest growth of around 6.0%, while
El Salvador lagged with GDP rising by 2.5%. As
net oil importers, all of the Central American
countries’ experienced a worsening in their terms
of trade given the record high prices for crude oil
in the international market. Current account deficits
also widened as a result. Inward remittances to
most countries rose significantly (caused by a rise
of Latin American employment in the USA) and
this helped to drive domestic consumption. High
oil prices contributed to inflationary pressures across
board ranging from 3.9% in Panama to 14.1% in
CostaRica.

The Costa Rican economy expanded by 4.2% with
growth in all major sectors of the economy.
Manufacturing was up by 5.6%, reflecting increased
output of microprocessors and textiles for the
export market. Agriculture grew by 4.1% and the
services sector also performed well. Although
exports grew by a healthy 11.8%, fuelled by a rally
in coffee prices, the sale of non-traditional
agricultural products and a rebound in sales of
microprocessor chips, the external current account
deficit rose to 5.2% of GDP as the trade balance
worsened and increases in profit repatriation offset
the surplus on the services account. An increase in
financial inflows (mostly private sector) financed the
external deficit and pushed international reserves
up by US$290.0mn. The fiscal deficit remained
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Table 11.3: Selected Indicators for Mexico and Central America

Deficit/GDP

Net International
Ratio (%) Reserves US$bn
2004 2005 2004 2005

GDP Growth Inflation Rate
Rate (%) (%)
2004 2005 2004 2005
Mexico 4.2 3.0 5.2
Costa Rica 4.2 4.2 |13.1
Nicaragua 5.1 40 |89
Panama 7.6 6.0 |15
El Salvador 1.5 25 |54
Honduras 5.0 4.2 |8.2
Guatemala 2.7 3.2 9.2

141
10.5

n.a. n.a. 61.5 65.5
n.a. n.a. 1.8 2.9
6.1 5.6 0.5 0.5
n.a. 3.6 n.a. n.a.
n.a. n.a. 1.9 1.8
3.4 2.9 n.a. n.a.
1.0 1.4 3.5 4.1

Sources: ECLAC, IMF, Banco Central be Honduras, Banco Central de Ncaragua,

Banco Central de Costa Rica, CABEL, Banco de Mexico

n.a. not available

at 2.8% of GDP with government revenues
rising and expenditure being held in check.
Inflation reached 14.1%, reflecting the rise in
petroleum prices, an increase in water and
electricity rates and higher prices for certain
agricultural goods. Unemployment also rose

minimally from 6.7% to 6.9%.

El Salvador’s GDP rose by 2.5% with an 11.0%
increase in family remittances (to more than
US$2.0bn) spurring private consumption but with
unemployment increasing as a result of a contraction
in jobs available in the "maquila” sector of the
economy. Agriculture grew by 4.3% with output
of basic grains, coffee and sugar rising. Even with
the closure of some ‘maquila’ businesses,
manufacturing rose by 1.8% and construction was
up by 0.8% as a result of public and private
investment in port facilities. At 4.6%, the annual
rate of inflation was largely due to the rise in food
prices after Hurricane Stan and higher world
petroleum prices. The trade deficit widened as the
cost of imports rose and this contributed to an

external current account deficit that was
equivalent to 3.9% of GDP. The latter was
funded by foreign direct investment, external
borrowings and the drawdown of US$67.0mn
of from international reserves. At the end of
September, the overall fiscal deficit decreased to
0.6% of GDP and the public sector's external
debt stood at US$4.9bn, approximately 40.0%
of GDP.

Notwithstanding hurricane destruction in
September, Guatemala’'s GDP grew by 3.2% in
2005 with all sectors, except for mining and
construction, performing well. Tourism was
negatively affected by the hurricane, which
accounted for a drop in tourist arrivals of 100,000
and a US$50.0mn contraction in receipts.
Agriculture grew by 3.0%, spurred by greater
production of basic grains, fruits and vegetables,
as coffee production remained almost constant, and
banana yields fell. A rally in the export of
manufactured goods underpinned a 2.9%
expansion of this sector. Fuelled by remittances,
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private sector consumption expanded by 4.1%.
Fiscal policy was also loosened somewhat with the
government's overall deficit rising from 1.0% to
1.4% of GDP. At 8.6%, the annual rate of
inflation was well above the target of 4% to 6%
set by the Bank of Guatemala and preliminary
figures indicate that unemployment for the year
was approximately 3.1%. With imports growing
faster than exports, the external current account
deficit widened to 4.1% of GDP, the shortfall
being covered by a surplus on the capital and
financial accounts that also helped to push gross
international reserves up by US$279.0mn.

Although the performance of the agricultural
sector was negatively affected by unstable
weather conditions, the Honduran economy
grew by 4.2% with the "maquila” component
of the manufacturing sector expanding and
domestic consumption being bolstered by an
increase in remittances from abroad. The fiscal
deficit fell from 3.4% of GDP to 2.9%, as the
government met the targets set under an IMF

programme and benefited from debt relief.
However, the external current account deficit
worsened from 5.2% to 5.7% of GDP as imports
continued to expand at a faster rate than exports.
Inflows on the capital and financial account financed
this deficit and expanded gross international reserves
by US$28.0mn to US$180.0mn. The rate of
inflation was approximately 8.8% and largely due
to the hike in petroleum prices with the categories
experiencing the largest increases being transport,
housing, water and other fuels.

Economic activity in Nicaragua expanded by 4.0%
fueled by export agriculture, manufacturing, free
zones and construction. The service sector was also
vibrant, in particular, financial services, commerce,
transport and telecommunications. The economic
expansion was accompanied by a worsening of the
external current account deficit to 18.1% of GDP
that was financed by a surplus on the capital/
financial accounts and US$39.0mn withdrawn from
the international reserves. In the run-up to

presidential elections in 2006, the government

Chart 11.2: Real GDP Growth for Mexico and Central America
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suspended its IMF program but was nonetheless
successfull in negotiating debt relief in September
of some US$3.8bn. With higher revenues and cost
savings from lower interest payments, the fiscal
deficit as a percent of GDP declined from 6.1%
to 5.6%. The rate of inflation rose to 10.5%,
pushed up by an increase in the price of fuel and
transportation, adjustments in the rate for certain
public services and higher prices for some
agricultural goods.

Panama's economy expanded by an estimated
6.0%, benefitting from growth in the US, Asia and
Latin America as well as higher levels of domestic
consumption and investment. Fiscal reforms helped
to lower the overall deficit from 5.0% to 3.6% of
GDP. The latter, along with reforms of the social

N

security system, reduced the country’s risk rating
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to the lowest level ever and facilitated the
restructuring of its debt profile. The external
current account deficit increased to 9.7% of
GDP as imports, affected by higher oil prices
and an increase in capital goods, rose faster than
exports. The large surplus on the financial
account generated partly by significant direct
investment inflows financed the external deficit
and pushed up international reserves by
US$319mn. High oil prices, which pushed up
the cost of transportation by more than 10%, as
well as significant increases in housing, water,
electricity, food and beverages, caused the rate
of inflation to increase to 4.0%. Meanwhile, the
urban unemployment rate fell from 14.1% in
2004 to 12.0% in 2005.
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